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The news that PokerStars has refunded the player balances for customers of bankrupt poker operator PKR has exposed the fragility of
segregated funds provisions at both the UK Gambling Commission and the Alderney Gambling Control Commission.

The acquisition of the 60,000-strong player database was completed by PokerStars’ parent company Amaya late last week. It is
thought the player balances involved amounted to around $2m.

Under the terms of the deal, PKR’s customers will be given the opportunity to obtain a credit equal to the balance held with PKR.com
when the company entered into administration in early May.

In a blog on the PokerStars site, head of corporate communications Eric Hollreiser said that following the insolvency at PKR the
customers had been “left waiting” alongside PKR’s other creditors.

“This is what happens when players aren’t protected as they should be,” he added.

PokerStars pointed out that it provides the “highest level of protection” as delineated by the UK Gambling Commission, which also, in
part, was the regulator for PKR.

The commission sets out three levels of protection — basic, medium and high. To meet this standard, PokerStars holds player
balances in an account which is “legally and in practice separate” from the rest of the organisation and is controlled by an external
auditor.

PokerStars was involved in a similar refunding of accounts when it reached agreement with the US Department of Justice (DoJ) to buy
the database assets of Full Tilt in the wake of the Black Friday crackdown on US poker sites in 2011. That deal resulted in PokerStars
refunding a total sum of more than $300m. Alderney was also the regulator of Full Tilt.

The UK Gambling Commission said it does not comment on the specifics of any operator’s business activities. A spokesperson added
that it expects operators to disclose the information about how it segregates player funds to the customers.

According to the commission’s guidance, at the basic level of segregation there is no extra protection and the money in these
accounts “would still be seen as part of the business if it went bust”.

David Clifton, director at legal consultancy Clifton Davies, noted that PKR’s own terms and conditions had stated that the company
operated in accordance with the commission’s basic standards of funds segregation, specifically that players’ cash “would not be
protected” if the firm went bust.

“It all goes to underline how important it is that customers check other operators’ customer funds rating category,” Clifton added.

A commission spokesperson said: “Our ongoing compliance activity ensures operators are adhering to the relevant requirements and
we will take action where breaches are identified”.

When asked for comment the Alderney regulator similarly declined to answer questions about the specifics of the PKR case and
directed all questions to the statement the body issued at the time of the poker operator’s collapse.

The matter was complicated further by PKR having switched in its last few years of existence to the Microgaming Poker Network
(MPN), which is licensed in both the Isle of Man and Gibraltar. MPN warned in May at the time of the collapse that “simply
maintaining a segregated bank account” for player funds “does not automatically mean [they] will be returned immediately or at all”.
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The complexity of the PKR administration and the lack of clarity over player segregation across jurisdictions raises questions
regarding the workings of the poker room shared liquidity agreement that has recently been signed between Italy, France, Spain and
Portugal.

The UK is rumoured to be close to agreeing to join the agreement, but a Gambling Commission spokesperson pointed out that
customers’ funds based in other countries will be subject to the rules and regulations of that particular jurisdiction.

“As such, operators participating in a shared liquidity arrangement will need to ensure they meet the requirements for protecting
customer funds in each participating jurisdiction.”

It is thought that player fund security has been one of the major stumbling blocks in the protracted liquidity discussions. What the
individual regulators do in the case of a business failure in any or all of their jurisdictions will be one of the questions that the liquidity
agreement, as and when it is published, will have to answer.

It is doubtful, although not impossible, that players will be able to rely on a white knight with any future poker business collapse.

The PokerStars blog article concluded that it was refunding the PKR player balances because the company believes it is “the right
thing to do for the poker world and to encourage others [to put the player] first by segregating and protecting player balances from
operating funds”.

Coincidentally, the news on the PokerStars rescue came in the same week as former PKR founder Jez San’s new blockchain-based
venture Funfair.io raised $26m through an initial coin offering (ICO). Contacted by GamblingCompliance, San said the first he had
heard of the PokerStars move came with the release of the press release on the PokerStars website.

He refused to comment on the issue of segregated funds, although the white paper supporting the ICO makes mention of previous
player funds scandals including Full Tilt, Absolute Poker and UltimateBet. Such scandals “deter new players from trusting online
gaming in general, inhibiting the industry’s further growth”, the white paper says.
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